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REPORX 


upon  a Bill  to  Provide  for  Strengthening  the  Public  Credit, 
for  the  Relief  of  the  United  States  Treasury,  and  for 
the  Amendment  of  the  Uaws  Relating  to 
National  Banking  Associations. 


The  purpose  of  this  bill,  as  declared  by  its  title,  is  the 
strengtheuiug  of  the  public  credit,  the  relief  of  the  United 
States  Treasury,  and  the  amendment  of  the  laws  relating  to 
national  banking.  These  objects,  we  believe,  will  be  best 
attained  by  relieving  the  Treasury  Department  of  the  cur- 
rent redemption  of  demand  notes,  casting  that  burden  upon 
the  national  banks,  and  permitting  the  banks  to  provide  the 
elastic  element  of  the  paper  currency  of  the  country.  These 
results  are  sought  in  the  bill  herewith  reported  by  the  fol- 
lowing provisions : 


The  General  Scope  oe  the  Dill. 


1.  A Division  of  Issue  and  liedemption  is  established  in 
the  Treasurv,  for  which  the  Secretary  of  the  Treasury  is 
authorized  to  set  aside  the  general  cash  balance  in  excess  of 
$50,000,000.  This  excess  on  March  17,  1898,  was  $176,130,- 
532.  United  States  notes  received  by  this  division  for  redemp- 
tion in  gold  are  to  be  cancelled  and  retired  in  proportion  as 
certain  substitute  currency  is  issued.  No  note  redeemed  in 
gold  is  to  be  again  paid  out  except  under  exceptional  condi- 
tions, which  are  carefully  guarded. 

2.  National  banks  are  required  to  assume  the  current  re- 
demption of  United  States  demand  notes  in  order  to  obtain 
circulation  based  upon  their  commercial  assets.  A new 
class  of  notes,  called  “national  reserve  notes,”  is  to  be 
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iss  led  ill  lieu  of  legid-teuder  notes  deposited  by  the  banks 
\vil  li  the  Treasury,  and  these  reserve  not<}s  are  to  be  re- 
de  nned  upon  demand  by  tlie  banks  out  of  the  redemption 
fund  which  they  are  required  to  maintain  in  gold.  These 
ref  erve  notes  are  not  treated  in  any  resjiect  as  bank  notes, 
be  muse  the  banks  are  not  liable  for  their  ultimate  redemp- 
tic  n. 

3.  The  basis  of  national  bank  note  circulation  will  eventu- 
al! r be  the  commercial  assets  of  the  banks.  This  result  will 
be  reached,  however,  only  after  a series  of  years  by  a con- 
sej  vative  method.  National  banks  will  continue  to  be  re- 
qii  red,  during  one  year  after  the  passage  of  this  bill,  to 
nn  intain  the  same  amount  of  United  States  bonds  as  security 
foi  circulation  which  is  required  by  existing  law,  but  they 
wi  1 be  permitted  to  issue  notes  to  the  face  value  of  these 
bo  ids.  This  bond  deposit  may  be  reduced  by  one-fourth 
anaually,  beginning  one  year  after  the  passage  of  the  act. 

t.  National  banks  are  to  be  permitted  to  issue  “ national 
cu  Tency  notes upon  their  commercial  assets  to  the  amount 
of  the  reserve  notes  issued  to  them  in  return  for  dejiosits  of 
III  ited  States  notes.  The  purpose  of  this  provision  is  to 
iu(  lice  the  conversion  of  Ignited  States  notes  into  reserve 
uo;es,  as  well  as  to  limit  the  issues  of  currency  upon  com- 
mtrcial  assets. 

).  Treasury  notes  issued  under  the  act  of  July  14,  1890, 
an  to  be  dealt  with  eventually  upon  the  same  basis  as 
Ui  ited  States  notes. 

d.  A tax  of  two  }>er  cent,  is  levied  upon  national  currency 
no  es  issued  in  excess  of  60  per  cent,  of  the  capital  of  any 
ua  ional  bank.  A tax  of  six  per  cent,  is  levied  upon  circula- 
tion of  the  same  character  in  excess  of  8(>  per  cent,  of  the 
ca]  )ital. 

b The  national  currency  notes  based  upon  commercial 
asi  ets  are  to  be  secured  by  a Bank  Note  Guaranty  Fund, 
ni£de  up  by  the  contribution  in  gold  coin  of  five  per  cent,  of 
tin  entire  circulation  of  the  banks.  This  fund  mav  be  re- 
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plenished  by  calls  ujion  the  banks,  if  reduced  by  the  redemp- 
tion of  the  notes  of  failed  banks ; but  no  bank  shall  be 
required  to  pay  more  than  one  per  cent,  in  addition  to  its 
original  deposit  of  five  per  cent.,  in  any  one  year.  The  cur- 
rency notes  are  also  secured  by  a first  lien  upon  the  bonds 
on  deposit  as  security  and  upon  all  the  other  assets  of  the 
bank. 

8.  The  national  reserve  notes  will  continue  to  be  legal 
tender  until  received  into  the  Treasury  from  failed  and 
liquidating  banks,  when  liability  for  them  will  lie  assumed 
by  the  Goyernment  and  they  will  be  redeemed  and  cancelled. 
Provision  is  made  that  they  shall  cease  to  be  required  as  a 
basis  of  circulation  when  the  Secretary  of  the  Treasury  is 
satisfied  that  there  is  no  longer  a sufficient  amount  available 
to  meet  the  demands  for  new  banks  and  increased  circula- 
tion. 

9.  Standard  silver  dollars  are  to  be  redeemable  in  gold, 
but  silver  certificates  are  redeemable  oul}'  in  standard  silver 

4 dollars.  The  parity  of  silver  with  gold  is  secured  by  a gold 

redemption  fund,  deposited  in  the  Division  of  Issue  and  Re- 
demption, equal  to  five  per  cent,  of  the  amount  of  silver 
which  has  been  coined. 

10.  Silver  certificates  are  hereafter  to  be  issued  only  in 

t- 

denominations  of  81,  82,  and  85.  No  United  States  notes 
or  bank  notes  are  to  be  issued  in  denominations  below  810. 

11.  National  banks  are  required  to  pay  a tax  of  one- 
eighth  of  one  per  cent,  semi-annually  upon  their  capital, 
surplus,  and  undivided  profits. 

12.  National  banks  are  permitted  to  establish  branches 

^ under  regulations  to  be  prescribed  by  the  Secretary  of  the 

Treasury. 

There  are  other  provisions  of  the  bill  changing  the  exist- 
ing national  banking  law  in  minor  particulars,  but  they  are 
nearly  all  directed  to  bringing  existing  law  into  harmony 
with  the  plan  just  outlined  for  the  protection  of  the  Treasury 
and  the  adoption  of  a more  scientific  banking  currency.  In 
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view  of  the  importance  of  these  objects,  your  committee 
lia  re  thought  proper  to  limit  their  discussion  substantially 
to  features  enumerated  above. 

Necessity  fok  Protecting  the  Treasury. 

The  necessity  of  so  protecting  the  Treasury  as  to  strengthen 
th  i public  credit  ought  not  to  be  a subject  of  dispute  among 
th  )se  familiar  with  the  events  of  the  last  five  years.  The 
es  4ential  purpose  of  the  bill  in  this  respect  is  to  relieve  the 
Tieasury  from  the  burden  of  the  constant  redemption  of 
Government  paper  money,  and  to  obviate  the  necessity  of 
se  ling  interest-bearing  bonds  running  for  a long  term  in 
or  ler  to  obtain  gold  for  the  continued  and  repeated  redemp- 
ti(  n of  the  notes.  It  does  not  matter  what  view  is  taken  of 
tli3  responsibility  for  the  condition  in  which  the  Treasury 
In  s been  found  on  several  occasions  during  the  last  live 
V€  ars,  which  has  resulted  in  the  issue  of  $262,000,000  in 
lo  ig-term  interest-bearing  bonds.  If  any  ])olitical  organiza- 
tion  or  any  error  of  administration  at  the  Treasury  Depart- 
m 3ut  is  responsible  for  these  events,  it  only  emphasizes  the 
in  cessity  of  placing  our  currency  system  beyond  the  reach 
of  political  accidents.  Our  financial  system  should  be  such 
tiat  no  administration,  without  radical  change  of  law,  should 
have  the  power  to  involve  the  commercial  business  of  the 
c(  untrv  in  disaster  because  the  fiscal  and  banking  opera- 
ti  )ns  of  the  Treasury  might  not  be  wisely  conducted.  This 
is  one  of  the  essential  purposes  of  the  bill  reported  by  your 
c('mmittee, — to  separate  the  operations  of  the  fiscal  service 
o:  the  Government  from  the  operations  of  commercial  bank- 
itg. 

There  can  be  no  question  of  the  benefits  to  the  Treasury 
a;  id  to  the  public  credit  in  relieving  the  Treasury  of  the  con- 
si  ant  necessity  of  redeeming  demand  obligations.  Such 
o jjections  as  have  been  made  to  methods  heretofore  pro- 
p 3sed  for  terminating  these  conditions  are,  we  believe,  obvi- 
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ated  by  the  plan  herewith  rejiorted.  The  details  and  0]iera- 
tion  of  that  plan  will  be  discussed  after  a general  definition 
of  the  purposes  of  the  proposed  bill.  Your  committee  pro- 
pose to  relieve  the  Treasury  absolutely  of  the  obligation  of 
finding  gold  for  the  redemption  of  a very  large  proportion  of 
the  legal-tender  notes,  and  they  believe  that  the  small  amount 
of  such  notes  left  outstanding  will  be  given  such  enhanced 
credit  by  the  operation  of  their  plan  that  they  will  never 
again  become  a menace  to  the  public  credit  and  never  bring 
in  question  the  ability  of  the  United  States  to  fulfill  the 
mandate  of  the  act  of  November  1,  1893 — “ the  maintenance 
of  the  parity  in  value  of  the  coins  of  the  two  metals,  and  the 
equal  power  of  every  dollar  at  all  times  in  the  markets  and 
in  the  payment  of  debts.” 

Effects  of  Dourt  About  the  Parity. 


The  importance  of  maintaining  unquestioned  and  unim- 
paired the  parity  of  all  our  forms  of  money  is  such  that  it  in- 
volves almost  every  transaction  of  life  and  peculiarly  the 
volume  of  business,  the  safety  of  investments,  the  value  of 
pensions  and  insurance  policies,  and  the  legitimate  profits 
of  agricultural,  industrial,  and  mercantile  enterprises.  From 
1893  to  1896,  the  United  States,  by  heroic  efibrts,  succeeded, 
in  preventing  any  depreciation  of  their  paper  currency,  but 
the  mere  suspicion  of  the  possibility  that  such  a deprecia- 
tion might  occur  was  among  the  potent  causes  of  the  shrink- 
age of  values  and  the  paralysis  of  industry.  Some  concep- 
tion of  the  effects  of  this  uncertainty  may  be  formed  from 
the  farct  that  the  transactions  of  the  New  York  Clearing 
House  shrunk  from  $34,421,380,870  for  the  year  ending 
October  1,  1893,  to  $24,230,145,368  for  the  year  ending 
October  1,  1894.  The  clearings  throughout  the  leading 
cities  of  the  country  showed  a shrinkage  in  the  same  period 
from  $58,880,682,455  to  $45,017,960,736.  Figures  like  these 
measure,  in  some  slight  degree,  the  reduction  in  the  volume 
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of  l)usiness,  in  the  earnings  of  the  people  and  in  the  eniploy- 
intnt  for  labor.  There  can  be  no  doubt  also  that  the  with- 
dr;  wal  of  foreign  ca})ital  as  the  result  of  like  uncertainty 
re<.  arding  the  maintenance  of  the  parity  of  all  our  forms  of 
nu  ney  added  to  the  tendency  to  panic  by  the  ])ersistent 
withdrawal  of  gold,  and  diminished  by  the  amount  with- 
drawn the  productive  resources  of  the  countiw. 

The  cost  to  the  laboring  and  industrial  interests  of  the 
coi  lutry  was  many  times  the  amount  which  could  possibl}’  have 
been  saved  to  the  Treasurv  bv  the  issue  of  a non-interest 


be.  Li'in<>‘  for  an  interest-beariim  security.  Even  under 

o o •• 

tin  latter  head  the  maintenance  of  a mass  of  Government 
pa  >er  at  parity  with  gold  by  direct  gold  redemptions  at 
tin  Treasury  Department  required,  prior  to  the  resumption 
of  specie  jniyments  in  1879,  the  issue  of  United  States  bonds 
to  the  amount  of  895,500,000  and  the  issue  in  1894,  1895, 
an  1 1890  of  additional  bonds  to  the  amount  of  $202,315,400. 
T1  ese  several  issues  of  interest-bearing  bonds,  amounting 
to  more  than  811,000,000  in  excess  of  the  whole  volume  of 
United  States  notes  now  outstanding,  indicates  in  some 
nu  asure  the  lack  of  economv,  even  from  the  narrow  stand- 
po  ut  of  the  operations  of  the  Treasury,  in  the  maintenance 
of  Government  paper  money  unprotected  by  any  of  the 
us  nil  resources  of  a bank  of  issue,  discount,  and  deposit. 
T1  e Treasury,  moreover,  loses  constantly  the  interest  on  the 
en  ire  gold  reserve  held  for  the  redemption  of  United  States 
no:es.  This  reserve  was  officially  stated  on  March  17,  1898, 
at  $170,432,007,  so  that  of  the  entire  amount  of  United 
States  notes  outstanding,  amounting  to  $340,681,01(5,  not 
nn  ch  more  than  half  possessed  in  any  true  sense  the  char- 
ac  er  of  a non-interest-bearing  debt. 
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The  Disadvai\'t.\oes  of  Goveknmen'j’  Banking. 


Idle  issue  of  paper  money,  redeemable  directly  by  the 
rr?asury,  is  a system  which  is  not  approved  by  the  expe- 
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lienee  of  au’v  civilized  State.  It  is  not  neces.-'arv  for  vour 
committee  to  refer  to  the  notorious  incidents  of  the  French 
nor  the  discredited  issues  of  our  own  country 
during  the  War  of  the  Revolution.  Cases  less  conspicuous 
are  those  of  the  Austro-Hungarian  Monarchy,  which  re- 
sorted to  this  method  of  finance  in  1847  and  <^ave  forced 
legal-tender  character  to  its  Treasury  issues.  The  result 
was  the  perpetuation  of  a jiremium  upon  gold  which  has 
not  yet  been  terminated.  Energetic  stejis  were  taken  in 
1892  to  bring  this  condition  to  a close  and  to  leave  to  the 
xCustro-Hungarian  Bank  the  management  of  the  paper  cur- 
rency. One  of  the  first  of  these  measures,  recommended 
by  all  the  leading  financiers  and  political  economists  of  the 
empire,  was  the  reduction  and  cancellation  of  the  govern- 
ment legal-tender  notes,  and  this  process  has  been  carried 
on  until  the  premium  upon  gold  has  lieen  reduced  to  a min- 
imum, the  Austro-Hungarian  Bank  has  accumulated  a larue 
reserve,  and  the  resumption  of  specie  payments  is  upon  the 
eve  of  accomplishment.  A like  course  was  taken  lyv  the 
German  Empire  when  the  currency  system  was  unified  in 
1875,  and  bonds  were  issued  to  take  up  and  cancel  the  out- 
standing notes  of  the  various  German  states.  The  govern- 
ment of  Russia,  which  has  just  resumed  gold  payments 
through  the  Imperial  Bank,  always  issued  its  notes  through 
the  bank,  and  was  thereby  able,  in  spite  of  some  abuses  of 
this  power,  to  exercise  banking  methods  in  controlling  dis- 
count and  exchange.  The  foreign  exclianges  were  thus  kept 
at  a fixed  point  for  several  years,  and  the  Bank  of  Russia 
has  been  enabled  to  resume  gold  payments  with  an  available 
gold  fund  of  $600,000,000.  The  experience  of  the  South 
American  countries,  if  it  should  be  present<.d  by  your  com- 
mittee in  detail,  would  afford  even  more  striking  proof  of  the 
failure  of  governments  to  maintain  their  legal-tender  ])aper 
currency  at  parity  with  the  metallic  standard. 

The  history  of  the  world  hardlv  affords  an  instance  of  the 
%■  • 

successful  nmiiiteiiiiuce  of  <j;ovenmieiit  ]Hi]>er  ;it  parity 
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KcUl.  The  United  States  from  1879  to  1893  afforded  the 

0 

most  successful  illustration  of  this  experiment,  but  this  period 
\v;  s one  of  ]>rosperity  seldom  impaired  and  of  a rigid  limita- 
ti('ii  of  the  note  issues.  When  this  limitation  was  removed 
Ip  the  act  of  July  14,  1890,  providing  for  the  issue  of  addi- 
tional legal-tender  Government  notes  for  the  purchase  of 
si  ver  bullion,  the  usual  effects  of  a Government  paper  cur- 
re  acv  soon  reappeared,  gold  was  largely  tixpelled  from  cir- 
ci  lation,  doubt  and  distrust  seized  the  markets,  and  the  great 
lo^s  intiicted  upon  the  exchanges  and  upon  the  earnings  of 
capital  and  labor  foreshadowed  in  some  slight  degree  the 
disaster  which  would  have  ensued  by  the  actual  suspension 

01  the  redemption  of  Government  notes  in  gold. 


The  Benefits  of  a Banking  CumiENCY. 

The  essential  objection  to  a paper  currency  issued  by  the 
Givernment  brings  us  to  the  fundamental  reasons  which 
justify  those  ])ortions  of  the  bill  reported  relating  to  the 
banking  currency  of  the  country.  A currency  issued  by 
ct  mmercial  banks  has  the  advantage  that  it  is  res]>on- 
si  re  in  quantity  to  the  demands  of  business.  No  such 
cc  nditioii  can  exist  with  a Government  paper  currency. 
Such  contraction  and  expansion  as  have  occurred  during  re- 
cent years  have  been  directly  counter  to  the  current  of  busi- 
ness necessity,  as  the  result  of  the  locking  up  of  an  excessive 
SI  rplus  when  active  business  increased  the  revenues  of  the 
G ivernment,  and  the  pumping  into  the  circulation  of  an  ex- 
ct  ss  of  monev  when  dull  business  created  small  revenues  and 
a persistent  Treasury  deficit.  The  operation  of  a Govern- 
m3iit  paper  currency  could  never  be  automatic,  like  that  of 
a bank  currency.  It  must  be  subject  either  to  the  arbitrary 
w 11  of  an  individual  in  the  Treasury  De]'artment  or  to  the 
a(  cidents  of  the  public  revenue,  often  resulting  in  a redundant 
and  excessive  circulation  in  times  of  business  depression, 
C!  using  the  expulsion  of  gold  from  the  country  and  intensi- 
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fying  the  conditions  of  panic  arising  from  other  causes. 
These  facts  are  well  understood  by  economists  and  have  con- 
demned Government  paper  currency  in  nearly  every  enlight- 
ened country  of  the  world.  They  have,  moreover,  justitied 
the  issue  of  currency  through  the  banks,  because  such  issues 
are  governed  by  commercial  conditions.  By  the  law  of  self- 
preservation  and  by  the  enlightened  self-interest  which  gov- 
erns commercial  operations,  banks  authorized  to  issue  notes 
upon  commercial  assets  diminish  their  issues  when  redun- 
dancy in  the  circulation  is  indicated  by  frequent  demands 
for  gold  redemption  and  expand  their  issues  to  meet  the 
needs  of  business  when  large  gold  imports  indicate  that  the 
means  of  circulation  are  deficient. 

A banking  currency  is  not  only  sound  in  theory,  but  it  is 
safe  in  practice.  Whatever  disasters  have  attended  ex- 
cessive issues  of  bank  notes,  they  are  not  comparable  in 
their  effects  to  the  disasters  attending  the  issues  of  Govern- 
ment paper  money,  because  bank-note  issues  cannot  change 
^ the  standard  of  value  nor  the  oliligation  of  contracts.  The 

issues  of  banks  are  not  usually  legal  tender  in  payment  of 
debt,  and  when  they  are  made  by  law  a legal  tender  it  is 
almost  universally  upon  the  condition  that  they  shall  be  re- 
deemed, upon  demand,  in  the  metallic  standard.  The  re- 
moval of  the  currency  from  the  accidents  of  politics,  by 
taking  it  out  of  the  direct  management  of  the  Treasury  De- 
partment, insures  the  maintenance  of  the  parity  of  paper 
and  metallic  monev  so  lon»'  as  the  maintenance  of  such 
parity  is  possible  under  any  conditions.  Conditions  some- 
times arise  which  compel  specie  suspension,  but  the  fact 
* that  the  banks  are  responsive  to  law  and  are  the  creatures 

of  law  insures  the  retpiirement  that  they  shall  resume  specie 
payments  at  the  earliest  practicable  moment.  A government, 
on  the  other  hand,  is  sovereign  and  acts  within  its  own  dis  ■ 
cretion  in  the  payment  of  its  debts.  The  people  of  the 
United  States  can  be  trusted  not  to  be  lenient  with  banks  of 
issue  in  permitting  them  to  suspend  the  redemption  of  their 
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notes  in  specie  beyoiul  the  time  wlien  such  suspension  may 
be  absolutely  required  by  political  or  economic  conditions. 
No  argument  is  conceivable  whicii  would  appeal  to  the 
uifisses  of  the  voters  in  favor  of  permitting  the  banks  of  the 
coLintrv  to  continue  to  float  their  non-interest-bearing  notes 
at  a discount  in  coin  for  any  such  period  of  17  years  as  the 
Government,  in  the  exercise  of  its  sovereignty,  saw  tit  to 
ta  ie  between  1862  and  1879. 


The  Advantages  oe  Extending  thiEDiT. 

More  important  in  some  respects  to  a country  like  the 
U dted  States  is  the  power  for  the  extension  of  credit  by 
moans  of  bank-note  issues.  A bank  note  is  essentially  the 
same  in  character  as  the  note  of  an  individual  or  the  check 
of  a bank.  It  comes  even  closer  in  character  to  a certitied 
deck.  It  is  substantially  the  certified  check  of  the  bank, 
piinted  and  issued  in  such  a form  as  to  be  conveniently 
transferable  from  one  holder  to  another  without  endorse- 
m 3iit.  It  is  a well-reasoned  tlieory  of  economic  students 
that  there  is  no  more  justification  for  imposing  an  arbitrary 
limit  upon  bank-note  issues  than  upon  the  issue  of  personal 
ol  ligations,  like  promissory  notes  and  checks.  The  reason 
w lich  justifies  regulation  of  bank-note  issues  is  that  of  the 
ccnvenience  of  the  holder,  who  should  not  be  compelled  to 
in  ike  personal  research  as  to  the  responsibility  of  the  issuer 
of  each  note  and  distinguish  between  the  notes  which  he 
receives.  But  such  regulation  should  not  be  of  a character 
to  hamper  industry  or  deprive  commerce  of  its  legitimate 
to  )ls  of  exchange.  It  would  be  immaterial  in  a community 
closely  populated,  with  banks  of  deposit  within  easy  reach, 
ai  Avhere  every  member  was  accustomed  to  de])Osit-books 
ai  d checks,  whether  any  currency  were  in  circulation  beyond 
tlm  smallest  amount  for  change.  The  neci^ssity  for  a bank- 
ing currency  is  derived  from  the  conditions  of  a thinly  set- 
th  d community  where  the  substitutes  for  bank  notes,  checks. 
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and  d(!posit-books  :ire  not  within  easy  reach  and  in  general 
use. 


It  is  the  belief  of  your  committee,  sustained  liy  a great 
volume  of  expert  evidence,  that  the  present  national  lianking 
system,  with  the  issues  of  Government  ])aper  from  the 
Treasury  at  Washington,  does  not  meet  the  requirements  of 
the  country  in  respect  to  an  elastic  aiuV  sufiicient  circulating 
medium.  The  issue  of  a lianking  currency  based  upon  com- 
mercial assets  would,  in  our  opinion,  permit  the  extension  of 
banking  into  communities  where  such  facilities  are  now  lack- 


ing, and  would  tend  at  once  to  afibrd  a convenient  medium  of 
exchange,  to  extend  credit  where  it  cannot  now  be  readily 
obtained,  and,  by  competition  among  the  banks  and  the 
increased  opportunities  for  making  loans,  reduce  the  rate  of 
interest  in  a degree  which  would  be  olivious  and  advanta- 
geous to  the  community.  Such  an  extension  of  the  means 
of  credit  is  within  the  legitimate  ]>rovince  of  banking  and 
cannot  be  considered  as  involving  undue  inflation,  when  the 
banks  are  held  to  the  maintenance  of  the  parity  of  their 
notes  with  the  metallic  standard,  any  more  than  issues  of 
])romissory  notes  and  checks  can  be  considered  dangerous 
or  subjected  to  any  other  legal  regulation  than  the  require- 
ment of  payment  in  the  standard  at  maturity. 


The  Necessity  of  Caution  in 


Making  Changes. 


While  the  principles  thus  set  forth  are  the  fundamental 
principles  which  should  govern  the  issue  of  currency,  your 
committee  have  been  conscious  of  the  fact  that  tlie  United 
States  have  been  long  accustomed  to  a difierent  system  of 
currency  and  that  radical  and  rapid  changes  might  induce 
anxiety  and  disturbance.  We  have,  therefore,  jiroceeded 
with  an  abundant  measure  of  conservatism  in  proposing  to 
apply  these  principles  of  currency  to  existing  conditions  in 
the  United  States.  We  have  provided  in  the  bill  herewith 
reported  a sy.steni  which  departs  only  by  degrees  from  the 
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ey  istiug  system  ami  which  at  nearly  every  step  leaves  the  held 
o}  en  for  the  competitive  trial  of  the  new  system  along  with  the 
ol  1.  Such  a trial,  it  is  reasonable  to  believe,  would  result  in 
ac  herence  to  that  which  proves  safest  and  most  advanta- 
gtous  to  the  community.  Wide  discretion  is  given  to  the 
C )inptroller  of  the  Currency  and  the  Secretary  of  the 
T easurv  to  arrest  any  undue  exi)ansion  of  bank-note  circu- 
lation,  and  to  refuse  to  admit  to  the  new  system  banks  which 
do  not  prove  their  solvency  and  conservatism.  The  new 
S3  stem,  moreover,  is  to  be  substituted  only  over  a series  of 
years  for  the  old,  and  if  at  any'  step  the  substitution  appears 
tc  involve  danger  either  to  the  national  credit  or  to  safe 
n les  of  banking,  it  will  be  in  the  power  of  Congress  to  arrest 
tl  e change  before  it  has  attained  a dangerous  momentum. 
Y 3ur  committee,  reinforced  by  the  study  of  the  banking 
h story  of  all  nations,  so  firmly  believe  that  the  new  system 
w 11  vindicate  its  soundness  and  benefits  to  the  country  that 
they  have  so  adjusted  the  provisions  of  the  proposed  bill 
tl  at  the  relations  of  the  new  to  the  old  during  the  transition 
p iriod  will  be  essentially  a (piestion  of  the  survival  of  the 
fi  test. 


A Lo.\X  I!Y  THE  B.WKS  TO  THE 


Government. 


Taking  up  the  details  of  the  first  portion  of  the  bill,  deal- 
ii  g with  the  existing  legal-tender  notes  of  the  Government, 
y )ur  committee  have  endeavored  to  ado])t  a system  which 
would  be  subject  to  none  of  the  criticism  made  against  the 
iirsue  of  interest-bearing  bonds  or  the  taxation  of  the  people 
f(  r the  payment  of  this  demand  debt.  While  the  arguments 
a e strong  for  the  adoption  of  one  of  thes<i  methods  of  pay- 
ii  g back  to  the  creditors  of  the  United  States  the  money  thus 
borrowed  for  the  preservation  of  the  lYiion,  the  system 
a lopted  is  such  as  to  continue  to  the  Government  all  the 
b3nefits  of  the  loan  without  any'  of  the  disadvantages  of  its 
c laracter  as  a demand  obligation.  The  proposed  bill  places 
uaon  the  banks  the  burden  of  carrying  and  sustaining  this 
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debt.  The  form  of  the  proposition  submitted  by  your 
committee  makes  that  portion  of  the  demand  debt  which  is 
not  now  covered  by  gold  in  the  Treasury  a loan  by  the  banks 
to  the  Government.  This  loan  is  made  without  interest  and 
without  any  compensation  to  the  banks  except  what  is 
afforded  them  by  the  power  to  issue  a banking  currency 
which  is  granted  in  other  sections  of  the  bill.  There  is  no 
profit  or  return  to  the  banks  in  thus  carrying  the  nation  s 
debt,  and  they  are  required  by  the  bill  to  assume  this  obliga- 
tion as  compensation  for  the  franchise  and  privileges  granted 
them  as  national  banking  cor])()rations.  This  policy  is  not 
without  precedent  in  that  of  European  governments,  but  the 
privileges  granted  by  those  governments  are  enormously 
greater,  because  they  are  granted  to  a single  bank  having  a 
monopoly  of  all  the  note  issues  of  the  country.  The  Bank 
of  France,  for  instance,  makes  to  the  government  a loan  with- 
out interest,  which  has  just  been  increased  to  180,000,000 
francs,  or  about  835,000,000  ; but  this  loan  is  substantially 
offset  by  the  deposits  of  the  treasury  with  the  bank,  which 
amounted  on  January  7,  1898,  to  212,268,560  francs,  or 

32.000. 000  francs  in  excess  of  the  entire  sum  advanced  to  the 
government.  The  government  of  Austria-Hungary  has  ah 
advance  from  the  Austro-Hungarian  Bank  amountingto  about 

75.000. 000  florins,  or  130,000,000,  but  this  is  in  process  of 
annual  reduction  by  the  amouut  of  the  profits  of  the  bank 
charged  as  a government  tax,  but  actually  employed  for  the 
reduction  of  the  loan.  These  are  illustrations  of  several 
similar  cases,  but  they  serve  to  show  that  no  country  imposes 
so  heavv’  a burden  upon  its  banks  as  this  bill  provides,  un- 
less under  the  pressure  of  dire  necessity,  as  in  the  cases  of 
the  governments  of  S])ain,  Portugal,  and  Italy. 

This  heavy  burden  assumed  by  the  banks  must  be  given 
its  due  weight  in  measuring  any  additional  privileges  which 
are  given  them  by  this  bill.  The  banks  are  required  to 
redeem  this  debt  of  the  Government  now  assumed  by  them, 
upon  precise!}'  the  same  terms  as  the  redemption  of  their 
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not(’s  wliik',  tliev  oonductiiicf  ;i  solvent  hankinij 
business.  It  is  only  when,  by  the  refusal  to  pay  such  notes, 
they  become  insolvent  that  the  (Toveruinent  recoyrnizes  again 
iti  cleniand  debt  and  assumes  it  for  the  complete  protection 
ot  the  holder  of  the  note  and  for  the  benefit  of  the  creditors 
of  the  bank  by  leaving'  the  remaining  assets  unimpaired  for 
the  settlement  of  their  just  claims.  The  form  of  note  thus 
assumed  by  the  bank  with  the  final  redemption  guaranteed 
b\  the  Goverumeut  comlhnes  the  strongest  of  all  resources 
foL-  its  ultimate  payment.  Current  opinion  sometimes  runs 
in:o  error  regarding  the  whole  wealth  and  resources  of  the 
m tion  as  an  adequate  basis  for  paper  currenc}’.  The  dith- 
er Ity  Avith  the  present  redemption  system  is  that  this  great 
wealth  and  these  great  resources  are  available  only  through 
tli3  power  of  taxation.  The  conduct  of  a proper  banking 
bi  siness  and  the  issue  of  circulating  notes,  redeemable  in 
coin  on  demand,  requires  a mass  of  assets  wdiicli  can  be 
(]i  ickh"  converted  into  laish  without  loss.  This  security  the 
Government  note  lacks  and  the  bank  note  possesses.  The 
nc  te  which  it  is  proposed  to  issue  under  this  bill  in  lieu  of 
th  3 Government  notes  is  called  the  national  reserve  note, — 
a designation  which  may  be  taken  to  imply  at  once  that  it 
1ms  behind  it  not  only  the  banking  resources  of  the  issuing 
blink,  but  the  reserve  strength  of  the  national  Government, 
and  also  that  it  is  peculiarly  available  for  money  reserves  of 
all  kinds.  It  is,  moreover,  a legal-tender  note  \yhose  parity 
wi:h  gold  is  assured  so  long  as  the  banks  maintain  the 
parity  of  their  own  notes  and  for  wdiose  parity  the  Govern- 
nn  nt  also  is  responsible,  if  it  is  conceivable  that  the  Gov- 
ernment should  maintain  sjiecie  ])aynients  while  the  banks 
wt  re  unable  to  do  so. 

Ax  Ai)E(,)Uate  Supply  of  Leoal-Tendek  Money. 

The  country  is  thus  provided  with  an  ample  legal-tender 
cu 'rency,  consisting  of  all  the  notes  substituted  for  the 
])U‘S(‘nt  legal-tender  notes,  and  of  all  the  gold  and  silver 
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coin  in  circulation,  to  the  maintenance  of  whose  parit}’  the 
faith  of  the  Government  is  sacredly  pledged.  This  mass  of 
legal-tender  money,  according  to  the  computations  of  the 
Treasury  for  March  1,  1898,  consisted  of  8705,494,037  in 
gold  coin,  8458,100,347  in  standard  silver  dollars,  8346,681,- 
016  in  United  States  notes,  and  8104,669,280  in  Treasury 
notes  issued  under  the  act  of  July  14,  1890.  Tliis  entire 
amount  of  legal-tender  money,  exceeding  81,600,000,000, 
will  not  be  replaced  b}  money  wdiich  is  not  legal  tender 
under  the  bill  reported  by  your  committee  except  by  the 
amount  of  legal-tender  notes  redeemed  in  gold  now  held  in 
the  Treasury.  This  amount  cannot  exceed  in  any  case 
about  8150,000,000  and  would  still  leave  other  legal-tender 
money  in  circulation  in  the  country  to  the  amount  of  a 
billion  and  a half  of  dollars.  A"our  committee  believe  that 
a very  large  proportion  of  the  existing  amount  of  legal- 
tender  notes  of  both  classes,  amounting  in  the  aggregate  to 
about  8450,000,000,  will  be  absorbed  by  the  banks  as  re- 
serve notes.  The  inducement  to  the  banks  to  employ  them 
for  this  purpose  is  the  power  to  issue  currency  upon  their 
general  banking  assets,  which  is  set  forth  further  on. 

There  are  several  possible  results  which  may  follow  the 
authority  given  the  banks  to  assume  the  Goverumeut  debt 
and  issue  reserve  notes.  It  is  conceivable  and  probable  that 
a large  proportion  of  the  present  legal-tender  notes  will  be 
converted  into  reserve  notes,  and  will  cease  absolutelv  to  be 
redeemable  at  the  Treasury  except  in  the  occasional  cases  of 
the  failure  or  liquidation  of  the  bank  through  which  they  are 
issued.  If,  however,  only  a small  portion  of  the  legal -tender 
notes  are  thus  absorbed,  the  fact  that  they  are  cancelled 
when  redeemed  in  gold  by  the  Treasury  will  give  them  a 
value  which  will  at  once  remove  all  question  of  their  prompt 
redemption  and  will  give  them  substantially  the  character  of 
gold  certificates.  The  fact  that  a note  is  to  be  cancelled  on 
redemption  and  not  reissued  wdll  tend  very  greatly  to  pre- 
vent its  presentation  for  redemption.  This  is  illustrated  by 
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tl  e recent  history  of  the  Treasury  ^old  certificates,  whose 
is5ue  was  suspended  when  the  Government  gold  reserve  fell 
b dow  8100,000,000  in  1893,  and  has  neA  er  been  resumed. 
S )me  of  these  certificates  were  received  as  the  equivalent  of 
gold,  in  payment  for  the  bond  issues  of  1894, 1895  and  1896, 
b it  from  July  31, 1896,  to  March  17, 1898,  the  whole  amount 
p ’esented  for  redemption  was  only  82,851,260  out  of  a total 
o ' 839,293,479  outstanding  on  the  earlier  date.  The  United 
S;ates  notes  presented  within  the  same  period  for  redemp- 
ti  m,  according  to  the  daily  statements  of  the  Treasury, 
a nounted  to  871.518,332  out  of  a total  of  8237,410,538  out- 
standing on  the  earlier  date. 

Even  if  it  should  hap|)en  that  all  the  outstanding  notes 
n )t  exchanged  for  reserve  notes  should  be  rapidly  presented 
f(  r redemption,  their  payment  in  gold  would  soon  termi- 
n ite  the  obligation  of  the  Government  upon  such  notes,  be- 
cause they  would  be  cancelled  and  not  reissued.  If  the  en- 

4/ 

ti;e  gold  reserve,  which  stood  on  March  17,  1898,  at  8170,- 
4 12,007,  should  be  thus  paid  out  in  the  redemption  of  notes, 
that  amount  of  notes  would  be  permanenth’  cancelled,  and 
tl  e amount  of  legal-tender  notes  of  both  classes — United 
S:ates  notes  and  Treasury  notes — remaining  anywhere  in 
existence  would  be  reduced  to  about  8280,000,000.  The 
n itional  banks  held  on  December  15,  1897,  the  date  of  the 
latest  available  re]iort,  8172,596,020  in  legal-tender  notes  or 
certificates  of  deposit  covering  the  deposit  of  such  notes 
with  the  Treasury.  These  notes  are  held  to  a large  extent 
as  necessarv  reserves,  and  if  their  amount  is  deducted  from 
tl  e notes  left  outstandino-  the  whole  remaining  amount  of 
notes  would  be  reduced  to  the  moderate  sum  of  8108,000,- 
OoO.  It  is  probable  that  a considerable  ]>ortion  of  these 
h ive  either  been  destroved  or  would  be  so  carefully  hoarded 


that  they  would  not  for  many  years  reach  the  Treasury 

4/  • 4 t/ 

either  for  redemption  or  for  transformation  into  reserve 
notes.  In  anv  conceivable  situation  the  burden  of  demand 
liabilities  outstanding  against  the  Treasurv  would  be  so  re- 
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duced  that  its  present  burden  would  be  greatly  diminished, 
and  the  ordinary  gold  receipts  for  customs  and  through  the 
surrender  of  Assay  Office  checks  for  currency  would  supply 
an  ample  gold  fund  for  all  possible  demands. 

The  Banks  Compelled  to  Phovide  Gold. 

The  purpose  and  ett'ect  of  the  proposed  bill  is  to  throw 
upon  the  national  banks  the  entire  burden  of  finding  gold 
for  the  notes  of  the  country.  There  is  no  doubt  of  their 
ability  to  do  this  if  it  is  required  by  law. 

The  system  proposed  by  your  committee  provides  an  easy 
and  adequate  method  of  obtaining  gold  for  export  from  the 
banks  without  exposing  the  country  or  the  United  States 
Treasury  to  the  alarm  and  convulsions  which  have  attended 
gold  exports  during  the  last  five  years.  The  banks  are  re- 
quired by  the  bill  to  maintain  the  tive  per  cent,  current  re- 
demption fund  in  gold.  Eedemption  agencies  are  authorized 
to  be  established  at  the  various  sub-treasuries  and  such  an 
agency  would  undoubtedly  be  established  by  the  Secretary 
of  the  Treasury  at  New  York.  The  actual  process  of  ob- 
taining gold  for  export  would  be  that  any  strong  bank 
patronized  by  exporters  would  turn  over  the  gold  from  its 
own  vaults  or  from  its  reserves  in  the  New  Y"ork  Clear- 
ing House.  It  is  impossible  to  evade  this  obligation. 
In  case  of  an  effort  to  evade  it,  the  process  would  be 
that  a bank  would  deliver  its  own  notes  to  a deposi- 
tor making  a draft  upon  his  account.  He  would  be 

under  no  obligation  to  accept  them,  but  if  he  did  ac- 
cept them  could  at  once  present  them  for  redemption  in 
lawful  money.  The  bank,  still  wishing  to  evade  the  pay- 
ment of  gold,  might  then  tender  him  reserve  notes  issued 
either  b}’  itself  or  by  other  banks.  But  these  reserve  notes 
would  be  redeemable  out  of  the  gold  redemption  fund  main- 
tained by  the  banks,  and  it  would  only  require  their  presen- 
tation at  the  sub-treasury  to  secure  their  redemption  from 
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til  s fund.  The  banks  whose  reserve  notiis  were  thus  pre- 
sented would  then  be  called  upon  by  the  Comptroller  to 
make  good  the  deticiency  in  their  coin  in  the  redemption  fund 
and  the  burden  of  obtaining  the  gold  would  fall  directly 
u]:  on  them.  This  being  the  case,  it  would  be  immaterial  to 
tli3  people  of  the  United  States  whether  one  bank  by  paying 
its  own  notes  or  reserve  notes  shifted  the  burden  of  main- 
ta  ning  the  redemption  fund  upon  another  bank.  The  banks 
in  anv  case  would  bear  the  whole  burden  and  would  be 
compelled  to  so  adjust  their  loans  as  to  seiiure  favorable  ex- 
chinges,  prevent  tlie  undue  export  of  gold,  and  maintain  the 
cr  idit  of  the  business  community  and  of  the  Government. 


Xo  Contraction  of  the  Currency. 

While  your  committee  have  thus  greatly  lightened  the 
bi  rden  of  the  Treasurv  under  anv  conceivable  conditions, 
they  have  not  provided  for  any  contraction  of  the  existing 
ci  'culation.  The  gold  now  kept  in  the  gold  reserve  of  the 
Tieasury  might  be  paid  out  in  the  redemption  and  cancella- 
ti(  11  of  legal-tender  notes,  but  this  operation  pvould  simply 
substitute  gold  for  paper  in  the  circulation  and  would  not 
in  any  degree  diminish  the  legal-tender  money  in  the  hands 
of  the  people.  A legal-tender  note,  under  the  bill  proposed  by 
yc  nr  committee,  might  cease  to  be  a menacie  to  the  Treasury 
ei  ,her  by  exchange  for  gold  and  final  cancellation,  by  the 
as  sumption  of  its  current  redemption  by  the  banks,  or  by  the 
erhanced  value  which  it  would  obtain  from  the  fact  that  the 
quantity 'W'as  diminished;  but  the  legal-tender  currency  in 
ths  hands  of  the  people  w'ould  not  be  reduced  by  either  of 
tli3se  operations.  Your  committee  believe  that  the  system 
of  dealing  with  the  Government  notes  which  they  propose 
re  noves  every  possible  objection  which  has  heretofore  been 
m ide  to  relieving  the  Treasury  of  their  redemption,  except 
srch  objections  as  maybe  based  upon  the  desire  that  the 
G )vernment  shall  issue  an  unlimited  volume  of  forced  legal- 
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tender  paper  which  is  not  redeemable  in  coin  or  capable  of 
being  maintained  at  any  fixed  value. 

The  plan  proposed  regarding  the  extension  of  existing 
credit  facilities  we  believe  is  equally  free  from  intelligent 
objection.  The  permissive  feature  in  regard  to  the  legal- 
tender  notes,  which  leaves  it  optional  with  their  holders  to 
turn  them  into  gold  or  reserve  notes,  or  to  continue  to  hold 
them,  is  carried  out  in  regard  to  the  proposed  bank-note 
currency.  The  existing  national  banking  system  is  taken  as 
it  is,  and  anv  bank  so  desiring  mav  continue  to  issue  circula- 
tion  exactly  as  it  has  issued  circulation  heretofore.  After  a 
period  of  five  years  it  is  proposed  to  relieve  national  banks 
from  the  requirement  of  keeping  bonds  in  the  custody  of 
the  United  States  Treasurer  as  the  basis  of  circulation. 
There  is  no  requirement  that  the  bank  shall  sell  or  dispose 
of  the  bonds,  and  in  fact  the  majority  of  banks  would 
probably  continue  to  hold  them  as  a part  of  their  general 
assets.  There  is  no  ground  for  fear  that  this  moderate 
4 permissive  policy  would  cause  any  sensible  depreciation  of 

bonds,  cause  any  loss  by  such  depreciation  to  the  banks,  or 
throw  any  excessive  quantity  of  bonds  upon  the  market. 

The  New  Plan  for  Bank-Note  Issues. 

Some  of  the  theoretical  arguments  in  favor  of  a currency 
based  upon  commercial  assets,  flexibly  adjusted  to  the 
demands  of  business,  have  alreadv  been  set  forth.  The 
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present  national  bank  note  system,  under  which  the  notes 
are  secured  by  a deposit  of  interest-bearing  bonds  wdth  the 
. United  States  Treasurer,  does  not  afford  this  responsiveness 

to  the  demands  of  business.  On  the  contrarv,  under  the 
high  premiums  which  now  have  to  be  paid  for  the  bonds, 
the  remarkable  phenomenon  is  presented  that  as  interest 
rates  rise  in  the  money  market,  indicating  the  scarcity  of 
the  circulating  medium,  it  becomes  less  profitable  to  issue 
national  bank  circulation  and  more  profitable  to  loan  capital 


(liiectly  without  puttiug  it  into  the  form  of  circulating  notes. 
In  this  respect,  as  in  respect  to  the  accumulation  of  money 
in  the  Treasury  in  times  of  prosperity  anti  large  reyeuues, 
ou  ; present  currency  system  works  in  the  wrong  direction, — 
fettering  trade  when  it  most  needs  freedom,  and  flooding  the 
cii  culation  with  redundant  paper  when  the  markets  are  most 
sli  ggish. 

k'or  this  reason  we  belieye  that  the  currency  should  be 
bamdupou  the  commercial  assets  of  the  banks,  and  that 
tin  ire  should  be  no  specific  })ledged  security  except  a safety 
fund  of  such  amount  as,  from  the  experience  of  our  own  and 
otJier  countries,  would  protect  the  note-holder  against  any 
possible  loss.  Your  committee,  howeyer,  mindful  of  the 
uu  amiliarity  of  this  proposition  in  the  United  States  within 
tin  last  thirty  years,  propose  that  no  bank  shall  issue  circu- 
hit  ng  notes  which  does  not  haye  on  deposit  as  many  bonds 
as  are  now  required  by  law.  It  is  proposed,  however,  to 
pe  ’mit  additional  issues  of  notes  equal  to  the  amount  of 
Ur  ited  States  legal-tender  notes  which  the  banks  are  willing 
to  rssume  as  reserve  notes.  They  then  have  the  privilege 
of  expanding  their  circulation,  increasing  their  loans,  and 
facilitating  credit  in  just  the  degree  in  which  they  are  will- 
ing to  protect  the  Treasury  by  assuming  its  current  gold 
lia  rilities.  A bank  with  a capital  of  $100,000  is  required  to 
de])osit  bonds  with  the  United  States  Treasurer,  as  under 
existing  laAv,  to  the  amount  of  $25,000  at  par,  and  may 
obi  ain  circulation  for  an  equal  amount.  It  may  then 
de])Osit  United  States  notes  and  receive  in  exchange  reserve 
noi  es  for  the  amount  deposited,  and  may  receive  in  addition 
nol  es  based  upon  its  general  assets.  If  the  bank  avails  itself 
of  the  privilege  thus  accorded,  it  would  deposit  $35,000  in 
United  States  notes,  receiving  therefor  $35,000  in  reserve 
Holes,  and  in  addition  $35,000  in  untaxed  notes  based  upon 
its  general  assets.  The  reserve  notes  would  constitute  a 
cui  rent  liability,  but  not  an  ultimate  liability  in  case  of  fail- 
ure or  liquidation.  The  notes  for  which  the  bank  would  be 
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ultimately  liable  would  be  the  $25,000  based  upon  United 
States  bonds  and  the  $35,000  based  upon  its  commercial 
assets.  This  would  make  a total  of  $60,000  in  notes  for 
which  the  bank  would  be  directly  liable.  Against  this 
amount  it  would  hold  bonds  of  a par  value  of  $25,000  and 
a market  value,  if  they  were  four  per  cent,  bonds  due  in 
1907  at  114,  of  $28,500. 

Provision  is  also  made  that  a bank  may  issue  additional 
notes,  with  the  approval  of  the  Comptroller  of  the  Currency, 
subject  to  a tax  of  two  per  cent.,  if  the  whole  currency-note 
circulation  exceeds  60  per  cent,  of  the  capital,  and  is  less  than 
80  per  cent.,  and  may  issue  additional  notes  subject  to  a tax 
of  six  per  cent,  when  the  currency-note  circulation  exceeds  80 
per  cent.  The  national  currency  notes  cannot  in  any  case 
exceed  100  per  cent,  of  the  paid-up  capital  of  the  bank.  The 
purpose  of  this  provision  is  to  afford  a margin  for  issues  in 
times  of  emergency,  when  currency  is  hoarded  and  the  de- 
mand for  it  is  unnaturally  increased.  There  would  be  no 
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danger  of  the  abuse  of  this  privilege,  because  it  is  left  under 
the  control  of  the  Comptroller  of  the  Currency,  and  he  would 
look  with  peculiar  suspicion  upon  applications  for  excessive 
issues  of  currency  under  normal  conditions. 

The  security  against  the  excess  of  note  issues  above  the 
value  of  the  bonds  would  be  the  general  assets  of  the  bank, 
and  the  note-holder  is  given  a first  lien  upon  all  the  assets 
•of  the  bank.  There  can  be  no  question  of  the  perfect  suffi- 
ciency of  such  security.  If  there  were  no  other  security 
whatever,  the  losses  to  note-holders  would  be  but  a fraction 
of  one  per  cent,  in  many  years.  Secretary  Gage,  in  his  an- 
nual report  for  the  fiscal  year  1897,  stated,  upon  statistics 
prepared  by  the  Comptroller,  that  of  330  national  banks 
placed  in  the  hands  of  receivers  during  the  existence  of  the 
national  banking  system  for  35  years,  there  were  only  18 
whose  assets  would  have  failed  to  fullv  cover  their  cireulat- 

t. 

ing  notes  under  the  system  which  he  proposed  of  issuing  25 
per  cent,  of  the  capital  in  cuireiicy  based  upon  commercial 
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ass3ts.  This  proposition  would  remain  substantially  true 
under  the  system  proposed  by  your  committee  if  the  banks 
took  out  60  per  cent,  of  their  capital  in  currency  notes,  and 
the  deficiency  would  be  only  slightly  increased  if  they  took 
out  all  the  notes  which  it  is  possible  for  them  to  issue  under 
the  bill  reported.  If  there  were  no  security  whatever  except 
the  assets  of  the  banks,  with  the  liability  of  their  holders  for 
the  amount  of  their  shares,  the  losses  to  note-holelers  would 
be  so  small  that  they  would  hardly  reach  an  appreciable  per 
cei  t.  of  the  income  of  the  humblest  citizen,  and  would  count 
for  nothing  against  the  safety  afforded  by  a bank-note  cur- 
rei  cy  in  maintaining  the  metallic  standard,  or  against  the 
ad  mintages  to  the  country  in  the  extension  of  credit  in  corn- 
mi  nities  where  it  is  now  obtainable  only  at  extravagant 
rates  of  interest. 


The  Bank-Note  Guaiianty  Fund. 


I3ut  your  committee  do  not  propose  to  permit  even  the 
possibility  of  a trifling  loss  to  fall  upon  any  holder  of  a note 
issued  by  a national  bank  of  the  United  States.  They  pro- 
po  se  a tax  upon  the  banks  for  the  creation  of  a safety  fund 
on  i of  which  may  be  paid  the  notes  of  any  bank  which  fails 
wi  h assets  insufficient  to  pay  its  note-holders  in  full.  They 
propose,  moreover,  that  in  the  case  of  any  bank  failure  there 
sh  dl  be  no  delay  in  the  redemption  of  the  notes,  but  that 
they  shall  be  paid  from  the  general  fund  created  by  taxation 
upon  the  banks,  and  that  these  payments  shall  be  afterwards 
reimbursed  to  the  fund  when  the  assets  are  collected  and  set- 
tle!. This  Bank-Note  Guaranty  Fund  is  to  consist  at  the 
outset  of  five  per  cent,  of  the  whole  circulation  for  which  the 
backs  are  ultimately  liable.  No  guarantee  fund  of  this  kind 
wi  1 be  required  against  the  reserve  notes.  Provision  must  be 
made  tor  their  current  redemption  bypaymtuit  by  the  banks  to 
th  i Bank-Note  Redemption  Fund.  But  this  is  elistinct  from 
th ) guaranty  fund,  and  the  United  States  are  the  ultimate 


4 


25 


delator  for  tlu'  n'serve  notes, and  they  do  not  fall  as  a burden 
upon  the  guaranty  fund.  The  experience  of’all  bankingihistory 
demonstrates  that  this  guaranty  fund  will  be  manv|times 
more  than  adequate  for  the  redemjition  of  the  notes  of  failed 
banks.  It  cannot  be  considered  an  excessive  burden  upon 
the  banks,  for  it  withdraws  from  them  the  use  of  only  a por- 
tion of  the  currency  which  they  are  permitted  to  loan  to  the 
community  upon  commercial  paper,  in  addition  to  the  loan 
of  such  portions  of  theii’  caj)ital  and  deposits  as  are  not  in- 
vested in  the  required  legal  reserves. 

It  is  proposed  that  if  this  five  per  cent,  guaranty  fund  be- 
comes reduced  or  impaired  by  the  redemption  of  notes  of 
failed  banks  in  advance  of  reimbursement  from  the  assets, 
the  banks  may  be  called  upon  to  make  good  the  fund.  The 
fact  that  this  lialiilitv  is  unlimited  in  some  of  the  bills  intro- 
duced  into  Congress  has  suggested  the  fear  that  strong  banks 
may  hesitate  to  enter  the  svstem  for  fear  that  thev  would  be 
called  upon  to  make  large  contributions  for  the  redemption 
of  the  notes  of  weak  banks.  We  do  not  believe  that  this 
fear  is  well  founded.  The  verv  fact  that  it  is  not,  and  that 
a tax  of  one  per  cent,  a year  would  many  times  cover  the 
possible  losses  upon  such  a currency,  justify  the  flxing  of 
such  a limit.  We  have,  therefore,  provided  that  the  liability 
of  any  national  bank  to  the  guaranty  fund  to  make  up  losses 
caused  by  the  redenq)tion  of  the  notes  of  failed  banks  shall 
never  exceed  one  per  cent,  annually  upon  its  whole  circula- 
tion. If  it  is  conceivable  that  the  demands  of  a given  year 
should  slightly  exceed  one  per  cent.,  it  is  not  within  the 
range  of  probability  that  they  would  equal  that  amount  for 
a series  of  years,  so  that  the  impairment  of  the  fund  in  a 
trifling  degree  for  a single  vear  would  be  made  up  in  the  fol- 
io wing  year  or  years.  A liability  of  one  per  cent,  upon  the 
circulation  of  a national  bank  is  onlv  the  amount  of  the 
present  tax  upon  circulation,  so  that  we  propose  no  added 
burden  in  any  case,  and  the  small  burden  proposed  becomes 
contingent  and  improbable  instead  of  fixed  and  certain.  If 


tl  e present  tax  of  one  per  cent,  were  to  continue  to  be  col- 
le3ted  upon  circulation  and  the  bank-nt)te  circulation  in- 
c]  eased,  as  we  believe  it  will  within  a very  short  period  of 
yi'ars,  to  >^300,000,000,  the  annual  colhjctions  would  be 
000,000,  and  this  would  cover  many  times  not  only  the 
h sses  in  cases  where  failed  banks  had  not  sufficient  assets 
tc  pay  their  notes,  but  would  many  times  cover  the  entire 
amount  of  notes  of  failed  banks,  even  where  the  assets  were 
more  than  sufficient.  The  United  States  T'reasury  collected 
fr  )in  1804  to  the  close  of  the  fiscal  vear  1897,  181,411,384 
it  taxes  on  circulation  ; from  1804  to  the  close  of  the  fiscal 
year  1883,  800,940,007  in  taxes  on  deposits  ; and  from  1804 
tc  the  close  of  the  fiscal  year  1883,  $7,855,887  in  taxes  on 
cr  pital,  making  a total  of  $150,207,339  for  a period  of  34 
y(  ars,  or  an  average  of  about  $4,400,000  per  year.  Your 
C(  mmittee  propose  to  lighten  these  taxes  and  to  impose  no 
cc  ntingent  liability  which  can  equal  the  amount  thus  col- 
leited.  The  system,  therefore,  imposes  no  risk  and  no 
ac  ded  burdens  upon  strong  banks,  and  imposes  no  danger 
of  loss  to  the  holder  of  the  notes  of  any  bank. 

Asset  Banking  in  the  Light  of  Exi>eihence. 

The  system  of  issuing  notes  upon  the  commercial  assets 
of  a bank  is  the  successful  system  of  nearly  every  country 
of  the  world.  There  is  a limit  upon  the  (hrculation  of  the 
Bunk  of  France,  the  Imperial  Bank  of  Gemiany,  the  Austro- 
H ingarian  Bank,  and  several  other  of  the  great  national 
ba  nks  of  Europe,  but  that  portion  of  their  circulation  which 
is  not  covered  by  the  coin  reserve  is  pei'initted  to  be  cov- 
er h1  in  a large  degree  by  commercial  assets  and  is  not  re- 
qi  ired  to  consist  of  government  securities.  A better  illus- 
trution  of  the  safety  of  note  issues  upon  liusiness  assets  is 
afl  orded  by  the  history  of  Scotland  and  Canada,  where 
competing  banks  issue  their  notes  upon  limited  amounts  of 
ca  lital.  The  Scotch  banks  are  not  required  to  keep  any 
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guaranty  fund  and  do  not  submit  to  any  official  inspection, 
but  their  notes  circulate  at  par  throughout  the  country  and 
their  quality  is  maintained  by  constant  redemption.  The 
Canadian  banking  system  is  of  a similar  character,  but  the 
38  chartered  banks  are  required  to  contribute  towards  a 
bank-note  guaranty  fund  of  substantially  similar  character 
to  that  proposed  in  the  bill  reported  bv  your  committee. 
The  Canadian  banks  are  not  subject  to  government  inspec- 
tion, but  each  bank  employs  its  own  inspector  to  supervise 
the  accounts  of  the  branches.  The  exhaustion  of  the 
guaranty  fund  has  never  occurred  in  Canada  and  is  not 
likely  to  occur.  The  notes  are  a first  lien  ujion  the  assets 
and  the  stockholders  are  subject  to  a duplicate  liability,  as 
in  the  system  proposed  liy  your  committee.  Any  bank  in 
the  Canadian  Dominion  promptly  accepts  the  note  of  a 
failed  bank  at  par,  because  it  is  known  that  the  note  will  be 
promptly  redeemed  in  full  from  the  Bank-Note  Guaranty 
Fund. 

Beliance  is  sometimes  placed  by  the  critics  of  commercial 
banking  iqion  the  banking  experience  of  the  United  States 
prior  to  18G1.  Y’our  committee  do  not  believe  that  the 
conditions  then  existing  apply  to  the  situation  of  to-day. 
Bad  banking  is  almost  unavoidable  in  a new  and  unde- 
veloped country,  and  the  note  issues  usually  play  but  a 
minor  part  in  the  abuse  of  credit.  Banking  experience  has 
made  great  strides  since  1861,  and  the  charters  of  the 
great  European  banks  have  been  materially  modified  within 
that  period  to  conform  to  modern  conditions  and  enlightened 
banking  experience.  Careful  examination  of  the  history  of 
banking  in  the  Uniteil  States  prior  to  1861,  moreover,  dis- 
closes a situation  which  need  not  be  feared  bv  the  advocate 
of  note  issues  upon  commercial  assets.  The  systems  which 
achieved  the  greatest  success,  whose  notes  jiassed  at  par 
throughout  the  Union  or  at  a discount  representing  only  the 
cost  of  exchange  at  that  time,  were  those  which  issued  notes 
upon  commercial  assets  without  pdedged  securities  and  which 
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^mii’jinteecl  the  solidity  of  their  issues  by  prompt  redemption 
in  coin  on  demand.  This  was  the  history  of  the  Hiitfolk 
System,  so  successful  in  New  England,  and  was  the  history 
of  the  State  Ihink  of  Indiana,  in  which  one  of  the  ablest  of 
A,merican  linanciers,  Hugh  McCulloch,  completed  his  educa- 
Dion.  The  State  Bank  of  Indiana  passed  through  the  crisis 
)f  1857  without  suspending  specie  payments  and  succeeded 
in  retiring  its  circulation  and  liquidating  its  debts  Avithout 
loss  to  its  creditors  when  the  Governnnmt  forced  the  sus- 
[)ension  of  specie  payments  by  the  issue  of  the  demand 
notes  in  18(>2. 

Solidity  of  Note  Issues  Upon  Commercial  Assets. 

With  sufficient  protection  afforded  by  the  Bank-Note 
Gruaranty  Fund  against  the  occasional  failure  of  a badly 
managed  bank,  the  essential  solidity  of  note  issues  upon 
commercial  assets  is  bound  up  with  the  solidity  of  the 
business  of  the  country.  The  advantage  of  having  the 
whole  commercial  assets  of  the  banks  of  the  country  pledged 
for  the  redemption  of  their  notes  lies  in  the  fact  that  nearly 
die  Avhole  negotiable  wealth  of  the  country  passes  through 
dieir  hands.  The  aggregate  capital,  surplus,  undivided 
profits  and  individual  deposits  of  national.  State,  and  private 
janks,  loan  and  trust  companies  and  savings  banks,  as 
■eported  by  the  Comptroller  of  the  Currency  at  the  date  of 
lune  30,  1897,  or  about  that  date,  was  86,822,326,870.  It 
s fair  to  assume  that  many  of  these  banks  which  are  not 
lational  banks  would  enter  the  system  under  the  benefits 
itforded  by  the  bill  reported  by  your  committee.  These 
lame  items  for  the  national  banks  alone  on  December  15, 
L897,  were  $2,887,000,000,  and  their  loans  were  $2,082,- 
508,324.  Since  these  loans  are  all  payable  within  ninety 
lays,  Avith  a circulation  of  $300,000,000  issued  by  the  exist- 
ng  national  banks  alone,  the  entire  amount  necessary  to 
edeem  this  circulation  in  full  Avould  pass  through  the 
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national  banks  Avithin  a ]>eriod  of  about  tifteen  days.  This 
control  over  quick  assets,  afforded  by  maturing  commercial 
paper  as  Avell  as  by  accumulated  cash  reserves,  explains  the 
secret  of  the  greater  ability  of  the  banks  to  maintain  the 
current  redemption  of  circulating  notes  than  of  the  Treasury, 
Avith  its  comparatively  small  resources.  The  general  security 
of  banking  upon  commercial  assets  and  the  fact  that  the 
system  could  not  break  doAvn,  except  under  an  avalanche  of 
calamity  Avhich  Avould  carry  national.  State,  municipal,  and 
[)rivate  credit  down  also,  is  strikingly  set  forth  in  the  rei>ort 
of  the  Monetary  Commission,  appointed  by  the  business 
men  of  the  country  for  the  framing  of  a curi-ency  bill,  from 
Avhich  A'our  committee  has  embodied  several  sections  iu  the 
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bill  liereAvith  reported.  They  say  in  their  report  : 

“ The  objection  that  is  sometimes  liiade  that  the  larger 
banks  in  the  great  cities  Avould  not  issue  notes  because  of  an 
apprehended  liability  for  other  banks,  is  shown  by  statistics 
to  be  groundless.  1893  Avas  the  year  of  largest  bank  fail- 
ures: but  had  all  the  banks  of  the  countrv  then  issued  notes 
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u[)  to  80  per  cent,  of  their  capital,  the  amount  of  their  as- 
sessment to  make  good  the  ascertained  deficiencies  of  that 
year  up  to  the  time  of  the  Comptroller’s  report  of  1896  Avould 
have  been  only  a fraction  of  one  per  cent.  Had  80  per  cent, 
of  the  capital  of  all  national  banks  been  issued  iu  notes,  uj)on 
the  proposed  plan  since  the  beginning  of  the  national  bank- 
ing system  iu  1863,  the  assessment  upon  the  banks  annually 
Avould  haA’^e  been  an  amount  so  insignificant  that  it  need  not 
be  taken  into  account.  Taking  the  countrv  banks  as  a 
Avhole,  it  is  found  that  on  October  5th  last  they  had 
$401,000,000  of  the  $631,000,000  of  national  bank  capital. 
Should  they  issue  notes  up  to  80  per  cent,  of  that  capital, 
they  Avould  have  $321,000,000  of  notes,  and  there  Avould  lie 
$1,956,000,000  of  resources  against  these  notes,  not  count- 
ing stockholders’  liability. 

“ If  these  resources  of  the  countrv  lianks  are  insufficient 

hj 

security  for  this  amount  of  notes,  they  Avill  be  insufficient 
only  because  there  Avould  then  be  such  a condition  of  busi- 
ness  ])aralysis  that  government,  municipal,  and  raihvay  bonds 
Avould  be  valueless,  and  also  feAv,  if  any,  banks  in  the  re- 
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!;Brve  cities  would  reiiiaiu  solvent.  The  occiuTeuce  of  this 
( isaster  is  so  improbable  that  its  consiclei'ation  may  be  dis- 
1 lissed.” 


The  PiioTErnoN  of  Depositors  and 


Other 


Creditors. 


Some  tigures  prepared  in  the  office  of  the  Comptroller,  at 
the  request  of  your  committee,  indicate  the  adequacy  of  the 
jissets  of  failed  banks  not  only  to  fully  protect  their  note- 
1 olders,  but  to  afford  a large  dividend  to  depositors  and 
c ther  creditors.  The  claims  proved,  in  the  case  of  one 
1 undred  and  eighty-one  failed  banks,  with  a capital  of  $28,- 
1 05,800,  whose  accounts  have  been  closed  from  1865  to 
1897,  were  $48,608,635.  The  collections  from  assets  were 
^40,680,908,  and  from  assessments  upon  the  shareholders 
$6,369,033,  making  total  collections  of  $47,049,941.  The 
c ividends  paid  were  $35,165,660,  and  the  cash  returned  to 
sbareliolders  or  in  the  bands  of  the  Comptroller,  in  cases 
V here  the  assets  proved  sufficient  without  the  assessment 
rpon  shareholders  to  pay  dividends  in  full,  was  $1,013,741. 
3 he  assets  thus  reported  were  absolutely  exclusive  of  the 
amount  required  for  the  redemption  of  outstanding  notes, 
s nee  these  were  redeemed  out  of  the  proceeds  of  the  bonds 
i;i  the  Treasury.  The  circulation  thus  redeemed  was  $14,- 
262,558.  The  two  items  of  dividends  paid  and  cash  returned 
t ) shareholders  make  a total  of  $36,179,401,  or  nearly  75 
I er  cent,  of  the  claims  proved.  It  is  reasonable  to  assume 
t lat  if  the  capital  invested  in  bonds  to  secure  circulation  had 
been  a part  of  the  general  assets,  it  would  have  afforded  also 
dividends  of  75  per  cent.  The  total  sums  available  in  that 
c ise  would  have  been  such  that  a dividend  of  75  per  cent. 
C3uld  have  been  declared  upon  the  circulation,  if  it  had  not 
c instituted  a first  lien  upon  the  other  assets.  The  two 
s ifety  funds — the  current  redemption  fund  and  the  bank- 
uote  guaranty  fund — would  have  afforded  an  additional  asset 
of  10  per  cent,  of  the  whole  volume  of  circulation  and  might 
have  raised  the  dividend  upon  circulation  to  85  per  cent.. 
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without  any  draft  upon  the  assets  held  for  the  security  of 
other  creditors. 

The  situation  would  not  have  been  materially  different  if 
the  60  per  cent,  of  the  capital,  representing  the  untaxed  note 
cii'culation  proposed  by  your  committee,  had  been  outstand- 
ing. The  circulation  in  that  case  would  have  been  $17,- 
163,480.  The  assets  available  for  dividends  to  note-holders 
and  general  creditors,  and  for  return  to  share-holders,  would 
then  have  been  increased  by  the  sum  of  $12,872,610,  repre- 
senting 75  per  cent,  of  the  circulation  and  by  the  value  of 
the  two  safety  funds,  amounting  to  $1,716,348.  The  entire 
assets  thus  available  for  disbursements  in  dividends  would 
have  been  $50,768,359,  against  claims  proved  amounting  to 
$65,772,115.  If  the  circulation  was  provided  for  in  full  out 
of  these  assets,  the  remaining  assets  would  be  $33,604,879, 
<n-  only  $2,574,522  less  than  they  were  under  existing  law. 
The  percentage  of  dividends  paid  would  have  been  more 
than  69  per  cent.  This  difference  between  75  and  69  per 
cent,  measures,  therefore,  the  }>ossible  loss  to  depositors  and 
other  creditors  by  the  change  from  a currency  based  upon 
bonds  to  one  based  purely  upon  commercial  assets.  It  is 
not  unreasonable  to  believe  that  the  double  examinations  and 
other  safeguards  provided  by  the  proposed  bill,  and  the  pre- 
cautions which  will  undoubtedly  be  taken  by  Uie  Comptroller 
of  the  Currency,  would  wipe  out  this  trilling  difference  and 
make  the  new  system  exactly  as  secure  to  general  creditors 
as  the  existing  system. 

The  Localization  of  Credit. 

One  of  the  essential  advantages  of  abolishing  national 
bonds  as  a security  for  circulation  and  substituting  a 
currency  based  upon  commercial  assets  is  the  localization 
of  the  currency.  This  is  brought  about  in  several  ways. 
The  requirement  that  a ])art  of  the  capital  shall  be  invested  in 
bonds  in  itself  takes  that  capital  out  of  the  commanity  and 
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•ansfers  it  to  the  keeping  of  the  seller  of  the  homls.  The 
oiuls  wt're  sold  originally  for  tlu^  ])ur[)ose  of  transferrin<i; 
ipital  from  the  control  of  the  jmrchasers  to  the  control  of 
le  (lovernment  of  the  United  States  for  pni[)oses  of  war. 
I hen  sohl  and  paid  for  in  the  proceeds  of  local  industry, 
ley  transfer  the  control  of  capital  from  the  purchaser  to  the 
lan  trom  whom  he  purchases.  A bank  in  a community  of 
nail  means  is  thus  deprived  at  the  outset  of  a part  of  the 
inds  which  it  oimht  to  haye  for  loans  in  the  community, 
he  extent  of  this  loss  is  indicated  by  the  consideration  that 
ith  SlUO.OOU  of  capital  (upon  the  basis  of  the  4 per  cent. 
)nds  of  11)07  at  114)  only  s78,047  in  circulating  notes  can 

3 obtained  under  existing  law,  while  under  the  plan  |)ro- 
jsed  by  your  committee  it  is  i)ossible  to  issue  800,000  in 
irrency  notes,  S35,000  in  reserve  notes,  and  to  loan  in 
Idition  8*28,000  of  the  unexpended  capital,  while  840,000 
Iditional  may  be  issued  in  emergencies  subject  to  a tax. 
he  community  is  the  gainer  in  the  extension  of  credit  and 
id  the  promotion  of  its  local  industries  by  the  difference 
Tween  878,047  and  a usual  sum  of  8123,000  and  a possi- 
e 8103,000  under  the  proposed  plan.  More  than  this,  a 
irrency  based  upon  commercial  assets  and  not  rendered 
fid  in  yolume  by  the  deposit  of  special  security  comes 
Lck  prom])tly,  to  the  issuing  banks  for  redemption.  The 
ndency  of  recent  years  for  currency  to  drift  to  New  A’ork, 

ft/  4/  / 

lere  it  is  loaned  at  low  rates  of  interest, •would  be  largely 
rested  by  the  necessity  of  promptly  sending  notes  back  for 
demptiou,  and  by  the  retirement  of  notes  which  were 

4 needed  in  the  commercial  centers.  Notes  thus  received 
ck  could  be  reissued  and  would,  at  the  worst,  be  in  the 
uds  of  the  community  for  at  least  a time  before  they  a<fain 
jk  their  flight  towards  the  money  centeis. 

The  capacity  to  make  larger  loans  means  the  capacity  of 
e banks  to  reduce  interest  rates  without  loss  of  profits, 
means  that  if  any  bank  undertakes  to  resist  the  natural 
y of  decreasing  interest  under  increased  facilities,  new 
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banks  may  be  formed  without  sinking  their  capital  in  bonds 
purchased  at  a ])remium,  and  may  compete  for  the  legitimate 
profits  afforded  by  reasonable  interest  rates.  The  fact  that 
such  conditions  make  a radical  difference  in  the  bankintr 
power  and  the  prosperity  of  a community  is  illustrated  by 
some  figures  taken  from  official  reports  regarding  the  condi- 
tion of  the  Southern  States  in  1860.  These  figures  are  as 
follows  : 


State. 

Banking 

capital. 

Loans  and 
discounts. 

Circulation. 

])eposits. 

Mai’vlaud 

....  812,5()H,962 

.f20,898,762 

$;4. 106,869 

•88,874.180 

Virginia 

....  16.005.151) 

24.97.-). 792 

9.812,197 

7,729.652 

North  Carolina 

6,626,478 

12,213.372 

5,594.057 

1 487,273 

South  Carolina 

....  14.96-2,062 

27.801,912 

11,475,634 

4.165.615 

Georgia 

....  16,689,560 

16,776,282 

8.798.100 

4.738,289 

Alabama 

4.901.000 

13.570,027 

7.477,976 

4.851.153 

These  figures  are  thus  commented  upon  and  compared 
with  existing  conditions  in  a recent  paper  by  Mr.  Charles  A. 
Conant,  of  Boston  : 


“ A glance  at  the  column  of  deposits  and  then  at  that  of 
loans  shows  how  impossible  it  would  have  been  for  these 
banks  to  grant  the  accommodation  they  were  able  to  grant 
without  the  power  of  note  issue.  That  power  was  taken 
away  by  the  levy  of  the  ten  per  cent,  tax  on  State  bank 
notes,  and  the  national  banks  of  Virginia  now  have  discounts 
of  815,268,383,  with  815,347,290  of  deposits  and  only 
81,993,442  in  note  issues.  Alabama,  in  place  of  her 
813,500,000  of  loans,  has  only  86,570,755,  and  a note  circu- 
lation of  81,053,170,  while  South  Carolina  has  seen  her  bank 
loans  shrink  from  827,800,000  to  85,943,367,  with  the  shrink- 
age of  the  circulation  of  her  banks  from  811,500,000  to  the 
beggarly  pittance  of  8451,023.” 


The  Benefits  of  Br.\nch  Bankino, 

The  bill  reported  embodies  a recommendation  that  na- 
tional banks  be  permitted  to  establish  branches.  Branch 
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I'auking  has  not  been  familiar  in  this  country  since  the  liqui- 
t ation  of  the  successful  State  banks  of  Ohio  ana  Indiana 
1 1 the  beginning  of  the  civil  war.  It  is  a system  in  almost 
universal  use  in  other  civilized  countries  where  the  methods 
( f modern  finance  are  well  developed,  and  is  almost  essen- 
tial to  the  economical  use  of  capital  and  the  distribution  of 
( redit.  One  of  the  most  striking  benefits  of  branch  bank- 
iag  is  that  a branch  may  be  created  and  maintained  at  a 
1 rofit  in  a community  without  sutlicient  business  for  an  in- 
c ependent  bank.  Tins  would  permit  the  extension  of  credit 
i ito  many  localities  in  the  thinly  settled  portions  of  the 
country  where  it  is  now  impossible.  Branch  banking,  more- 
c ver,  permits  the  more  ready  flow  of  ca])ital  from  commu- 
1 ities  where  it  is  not  needed  to  those  where  it  is  needed 
t lan  does  the  operation  of  independent  banks.  It  does  not 
c rain  of  money  a community  where  money  is  needed,  as 
\ ould  be  the  case  with  banks  rec]_uired  to  invest  their  de- 
j osits  in  securities,  but  carries  into  every  community  where 
t le  interest  rate  is  high  enough  to  attract  money  the  amount 
V hich  is  there  demanded  and  which  is  in  less  demand 
at  other  points.  It  often  happens  that  one  community  may 
le  saving  largely,  without  expending  in  manufactures  or 
ether  productive  works,  while  another  community  may 
reed  the  money  thus  saved  for  such  works.  Branch  bank- 
ing may  be  compared,  in  the  fluidity  which  it  gives  to 
cipital,  to  a connected  series  of  tanks  with  open  pipes 
between,  while  the  possible  borrowings  of  independent 
banks  are  more  like  a series  of  tanks  whose  pipes  require 
to  be  opened  when  any  change  is  sought  in  the  level  of  the 
fluid. 

Branch  banking  in  connection  with  reasonable  freedom  of 
nate  issues  has  produced  such  favorable  (conditions  in  Scot- 
h nd  and  Canada  that  interest  rates  are  almost  uniform 
tliroughout  those  countries,  even  in  the  most  remote  sec- 
tions, and  disclose  none  of  the  striking  differences  disclosed 
ill  this  country  between  rates  in  the  money  centers  and  in 


w 


35 

certain  remote  sections.  The  ten  chartered  banks  of  Scot- 
land have  more  than  900  branches,  and  the  38  incorporated 
banks  of  Canada  have  nearly  500,  in  each  case  for  a popu- 
lation which  is  less  than  a tithe  that  of  the  United  States. 
There  can  be  no  question  in  the  opinion  of  your  committee 
that  the  combination  of  the  power  to  establi.sh  branches 
with  the  power  to  issue  a reasonable  amount  in  notes  upon 
commercial  assets  would  give  a vigor  to  the  credit  system  of 
this  country  which  has  been  lacking  under  the  present  com- 
plicated and  unscientific  system  of  fixed  Government  issues, 
rigid  security  for  bank  notes,  and  the  prohibition  upon  the 
power  to  establish  branches. 


The  Ultimate  Oper.\tion  of  the  Bill. 

The  bill  reported  bv  vour  committee  looks  ultirnatelv  to 
the  elimination  of  Government  paper  money  from  circula- 
tion. Whether  the  process  will  be  slow  or  rapid  may  de- 
pend upon  the  disposition  of  the  banks  and  the  turn  of  finan- 
cial events.  The  reserve  notes  for  which  the  banks  are 
liable  will  be  gradually  reduced  when  the  Government  as- 
sumes the  liability  for  such  notes  issued  by  failed  and  liqui- 
dating banks.  With  the  withdrawal  of  bonded  security  also, 
the  ultimate  currency  of  the  country  will  consist  of  gold  and 
silver  coin  of  full  legal-tender  power,  and  of  notes  issued  by 
the  banks  under  the  provisions  of  the  proposed  bill.  The 
growth  in  the  wealth  of  the  country  and  in  its  ability  to 
maintain  the  expense  of  a metallic  currency  and  to  retain  at 
home  a large  portion  of  the  great  gold  production  of  the 
United  States  will  tend  to  swell  the  gold  resources  of  the 
country  until  gold  coin  is  likely  to  become  a common  factor 
in  daily  exchanges  among  the  people.  This  condition  of 
affairs  will  operate  at  once  to  simplify  and  strengthen  the 
currency  system  and  to  increase  the  security  afforded  by  the 
proposed  law  to  the  holders  of  bank  notes.  The  banks  will 
be  required,  when  reserve  notes  and  legal-tender  notes  have 
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alike  clisappearetl,  to  fnlHll  all  recjnirenients  of  law  oalliiig 
for  lawful  money  by  keeping  gold  and  silyer  coin,  and  the 
])resent  quantity  of  silyer  is  likely  to  be  so  completely  ab- 
sorbed for  retail  exchanges  that  the  bank  reseryes  will  con- 
sist almost  entirely  of  gold.  This  being  the  case,  it  is  obyi- 
ous  that  the  issue  of  a banking  currency  based  purely  upon 
assets,  without  either  l)onds  or  reserye  notes,  will  inyolye  no 
risk  of  undue  inflation  or  of  loss  to  the  note-holder.  The 
bill  reported  by  your  committee  proposes  no  change  in  ex- 
isting laws  regarding  reserves  against  deposits.  The  cash 
reserves  required  in  reserve  cities  at  the  date  of  the  reports 
of  the  national  banks  to  the  Comptroller  on  December  15, 
1807,  were  8251,1 7(5, 8(50,  and  the  cash  reserves  required  in 
country  banks  were  $55,940,589,  making  a total  of  $307,117,- 
449.  The  cash  reserves  held  at  the  same  date  were  $410,- 
5(58,427.  These  amounts  are  now  held  largely  in  legal-tender 
notes,  but  the  abolition  of  such  notes  would  leave  a void 
which  could  be  filled  only  by  gold.  If  the  circulation  of 
the  national  banks,  therefore,  without  allowing  for  any 
growth  in  the  meantime,  should  rise  to  the  amount  of  their 
capital  on  December  15,  1897,  which  was  $629,(555,36  5,  the 
reserves  held  against  deposits,  with  the  requirement  of  the 
two  special  funds  for  current  redemption  and  for  the  guar- 
intee  of  the  ultimate  redemption  of  the  notes,  amounting  to 
10  per  cent,  of  the  circulation  outstandi)ig,  would  in  them- 
lelves  exceed  $463,000,000  in  gold,  or  nearly  75  per  cent,  of 
die  outstanding  notes.  It  is  upon  the  solid  rock  of  metallic 
currency  like  this,  with  additional  metallic  currency  in  cir- 
•ulation  among  the  people,  that  your  committee  propose  to 
ilaut  finally,  by  the  gradual  evolution  of  events,  the  mone- 
tary system  of  the  United  States.  We  believe  that  the  ar- 
•angements  proposed  in  the  bill  will  accomplish  this  result 
gradually  enough  to  avoid  any  shock  to  any  vested  interest, 
:o  the  banks  or  to  their  patrons  of  any  class,  but  that  it  will 
le  accomplished  so  certainly  that  the  United  States  almost 
ipon  the  enjictment  of  a measure  promising  such  results 
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will  find  their  credit  greatly  enhanced  abroad  and  placed 
upon  unassailable  foundations  at  home. 

JAMES  T.  McCLEAKY, 

GEORGE  W.  PRINCE, 

JOHN  MURRAY  MITCHELL, 

Special  Suh-covi'nii ttee. 


